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WAR FINANCE IN THE UNITED STATES 


1. War Finance up to 1942. The finance of the federal government 
of the United States up to 1942 may be illustrated by the analysis of the 
sources of revenue and borrowing given in Table I. The total includes 
borrowing not only for expenditure through the budget, but also through 
the various government corporations and agencies (e.g. Reconstruction 
Finance Corporation). It is based on figures given in the Survey of 
Current Business.” 


Some explanations of the various items are called for: Personal taxes do not in- 
clude tax liabilities due for payment later ; some of the saving of individuals, on the 
other hand, represents funds held against personal tax liabilities. Business taxes 
(line 4) include all taxes paid by business and not out of personal income ;_the classi- 
fication has nothing to do with incidence, because indirect taxes are included in busi- 
ness taxes. As current liabilities are given, the funds set aside against tax liabilities 
are included. Adjustment for revaluation of inventories is a correction necessary 
because the value of inventories increases in times of increasing prices, and the busi- 
ness savings are therefore exaggerated. The disinvestment in inventories (line 12) 
gives the change in inventories after making the adjustment for revaluation mentioned 
above. Disinvestment in private fixed capital (line 13) is the excess of depreciation 
and depletion, plus capital outlays charged to current account, over private invest- 
ment in fixed capital ; depletion® which strictly speaking should be excluded, accounts 
probably for about $0.6 billions in recent years. ; 

The sum of revenue and borrowing excludes an item (line 21) called ‘ borrowing not 
requiring saving’; this is a mixture of various items—lending of government cor- 
porations, prepayments on war contracts, purchase of capital assets, offshore ex- 
penditure. Some of these items should rather be classified as ‘ foreign disinvestment 
(offshore expenditure) or as ‘ private home disinvestment ’ (e.g. sale of capital assets 
to the government). These items, however, could not be separated. 


1 This table is constructed in a roughly similar way to that given by Mr. Kalecki 
for the finance of the British Government (BULLETIN Vol. 5 No. 9). 5 

2 Milton Gilbert and George Jaszi, ‘ National Income and National Product in 
1942,’ Survey of Current Business March 1943. ; f 

2 Depletion is the amount written off for exhaustion of mineral resources etc. 
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TABLE I 


Revenue and Borrowing of Federal Government.*t 
(billions of dollars) 
193. 


939 1940 1941 1942 
1. Personal tax and non-tax payments 
(federal only) 1.3 1.4 2.0 4.7 
2. Net saving of individuals 6.0 7.5 13.7 26.9 
3. Excess of personal incomes over con- 
sumption and personal state and 
local tax payments: 1 + 2 aed 8.9 15.7 31.6 
4. Federal business tax and non-tax 
liabilities 3.6 53 10.6 16.4 
5. Corporate saving 0.4 1.8 3.3 3.6 
6. Other business reserves and adjust- 
ment for revaluation of inventories +0.4 —0.4 —3.0 —1.8 
7. Business income undistributed to 
persons, exclusive of State and local 
taxes: 4+5-+4 6 4.4 6.7 10.9 18.2 
8. State and local budget surplus —0.3 0.4 1.0 1.6 
9. Social insurance fund saving 1.0 0.9 1.6 2.2 
10. Surplus of public funds: 8+9 0.7 i 2.6 3.8 
11. Employment taxes minus appropria- 
tion to old age account 0.2 0.3 0.2 0.3 
12. Disinvestment in inventories —0.9 —1.3 —3.5 0.6 
13. Disinvestment in fixed capital —2.2 —3.9 —5.9 1.2 
14. Home Disinvestment: 12 + 13 —3.1 —5.7 —9.4 1.8 
15. Private foreign disinvestment —1.0 —1.7 —1.1 —0.5 
16. Federal Revenue and federal borrowing :t 
3+74+10+11414+415 8.7 9.8 19.2 55.6 


Expenditure of Federal Government* 


. 1939 1940 1941 1942 
17. War exp. on Goods and Services 1.4 2.7 12.5 49.1 
18. Non-warexp.on Goods & Services 5.5 5.0 4.2 3.6 
19.. Federal expenditure on Goods and 
Services: 17+18 6.9 vay 16.7 bo VA | 
pe ee ee eee See 2 eee eee ee 
20. Fed.exp. not on Goods &Services a3 2.0 3.6 7.0 
a ee eee eee 
21. —Increase in debt notrequiringsaving —0.8 —0.4 0.9 4.0 


22. Total Expenditure (Budget and Cor- 
poratieas) : 19420—21 8.7 9.8 19.2 55.6 
—_—_— a 
* Decimals do not necessarily add up because of rounding off. 
¢ Source: Survey of Current Business, March 1943. 


{ Inclusive of borrowing of corporations, but i i iri 
ane 8 rp ut exclusive of borrowing not requiring 
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The sources of government borrowing in 1942 are classified separately 
in Table II. It can be seen that private disinvestment still played a 
small réle over the year 1942 asa whole. A significant part of borrowing 
was financed by funds set aside by firms as a reserve against increased 
business tax liabilities (see Table II). The absence of any substantial 
reduction in stocks over the year as a whole indicates that there was no 
significant inflationary pressure. A war expenditure of $50 billions and 
a deficit of $40 billions, with still moderate taxation, could thus be 
financed without undue strain; the total gross saving, absorbed by 
government and private investment, was $47 billions ($39 billions 
government borrowing and $8 billions private investment). Neverthe- 
less anxieties about general inflation were already being voiced at a time 
when the war programme was much lower ! 

2. The Inflationary Gap in 1942—43. We may try to supplement 
this analysis by extrapolated figures. For the financial year 1942—43, 
which ended in June, some figures are available which make it possible 
to give a picture of the finance up to that date (see Table II). The net 
deficit in 1942—43 was about $54 billions (exclusive of ‘ borrowing not 
requiring saving’). Among the sources of borrowing the most signi- 
-ficant changes as compared with the calendar year 1942 must have 
occurred in disinvestment and individual saving. In fact, quarterly 
figures for 1942 as well as later information show that disinvestment has 
begun to play a significant réle since the last quarter of 1942 : 


Private Disinvestment at Home 
Yearly rate in billions of dollars 
Av. 1942 1942 (i) 1942 (ii) 1942(iii) 1942 (iv) 
Change in inventories, after adjust- 
ment for revaluation —0.6 . 2.0 0.8 —1.6 —3.6 


Depreciation and depletion + capital 
outlays charged to current ex- 
_pense oO 8.8 9.2 9.6 9.6 


Private gross investment in fixed 
capital : 8.1 10.8 9.6 Ue? 5.2 
Disinvestment in fixed capital NR —z2.0 —0.4 2.4 4.4 


The decumulation of stocks of consumption goods must have been 
even greater than the decrease in total inventories, as working capital 
in war industries has presumably continued to increase with output. 
For the financial year 1942—43 as a whole we may assume a home 
disinvestment (in fixed capital and inventories taken together) of about 
$8 billions; this would leave about $35 billions to be met out of in- 
dividual savings (with other sources of saving more or less unchanged as 
compared with 1942); this was in fact the rate of individual savings 
in the last quarter of 1942. 

It thus appears that in the financial year 1942—-43 the finance of the 
deficit involved a not inconsiderable drawing on stocks (at the rate of 
$3.5—4 billions a year). The rate of decumulation is not dangerously 
high (total inventories in manufacturing and trade are about $30 billions, 
of which, it is true, only a part are consumption goods), but it cannot be 
explained by the ‘ normal’ decrease in working capital in civilian goods 
industries, and is therefore.an unmistakable sign of inflationary pressure. 

The rate of individual saving in 1942—43 was ‘ abnormally ’ high, in 
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TABLE IT 
Sources of Government Borrowing. 


(billions of dollars) 
1942 1942—43 1943-44 
72 97 


War Expenditure (Budget only) 49.9 
Total Budget Expenditure 56.0 78 104 
Revenue 16.3 22 38 
Budget Deficit 39.6 56 66 
Net Expenditure of Gov. Corporations 3.6 2 5 
Total federal borrowing ~ 43.2 58 71 
Borrowing not requiring saving 4.0 4 r35 
Net Deficit 39.3 54 66 
Individual saving ~ 26.9 34 46 
Saving of public funds 3.8 4 5 
Disinvestment at Home 1.8 8 10 
Foreign disinvestment —0.5 0 
Corporate saving 3.6 4 
Business reserves and adjustment for inventory val- 

uation ‘ ; —1.8 0 0 
Excess of business tax liabilities over collections 5.3 4 1 


TaBLeE III. 
Personal Income and Savings *t 
(billions of dollars) 
1939 1940 1941 1942 1942 1942 1942 1942 
I LT ELy FV; 


Disposable Income of £5: 
Individuals 67.7. 73.2 88.2 108.8 99.1-104.8 111.1 120.3 


Ditto, in average prices of ; 
1935—39 68.0" 73.0" $4.05 93'S" 87-5~ 90-55595:05100'5 


Net savings of individuals 6.0 7.5 13.7 26.9 18.8: 25.3° 28.4°- 35.2 
Net change in Consumers’ , ty 2 


debt 0.9 1.2 0.7 —3.3 —3.7 —4.3 —3.8 —1.6 
Savings + change in con- ; 

sumer debt 6.9°° "8.7, "14.4 23:6 1ST 20" 24.6 335-6 
Ditto, in average prices of 

1935—39 70°" 8.7 I3ae 20-2 elo 4 Lege el.O) 26el 


*Seasonally adjusted yearly rates. 
t¢Source: Survey of Current Business, March 1943. 


the sense that it exceeded the rate of saving which we should expect 
with the present disposable income, on the basis of the normal peace 
time relation between saving and income. The estimate of excess saving 
is reduced, if we regard increase (or decrease) of consumers’ debt as an 
investment (disinvestment) ; this is justified by the consideration that 
changes in consumers’ debt are not determined by saving habits and 
propensities. The change in consumers’ debt has then to be added to 
the individual saving, and the resulting sum shows a less abnormal 
increase in war-time, when a large part of consumers’ debt dropped out 

1 In peace time, roughly a quarter of any increase in real disposable personal income 


is saved in the United States (changes inconsumers’ debt were added to the individual 
saving in order to obtain this relation) ; this is very much the same as in Britain. 
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simply because of the cut in durable goods industries. In Table IIT 
the disposable individual income, and the individual saving plus the 
increase (or minus the decrease) in consumers’ debt is given in real 
terms. The ‘abnormal’ saving—assuming a ‘ normal’ marginal pro- 
pensity to save out of individual income of }—in the last quarter of 
1942 would seem to have been at the rate of about $13 billions. Two fac- 
tors should at least partly account for this ‘ abnormal’ saving. The one 
is the increase in personal tax liabilities which leads to the holding of 
funds against future tax payments. The other is the elimination of a 
large part of durable consumption goods from the market ; it seems that 
for these goods there are only very few possibilities of substitution and 
that in the event of their non-availability most of the corresponding 
expenditure is saved. 

In so far as these explanations of the abnormal saving are correct, 
none of it can be regarded as an ‘ inflationary ’ gap, because it does not 
constitute any inflationary pressure. Moreover, estimates of ‘ abnormal’ 
saving are of doubtful validity under present conditions in U.S.: dis- 
posable income of individuals in real terms has increased so much above 
any level hitherto experienced, that any extrapolation becomes hazard- 
ous. There is, in fact, no reason to assume that the propensity to save 
should be a linear function in the region of these abnormally high in- 
comes. The estimates of the inflationary gap (as the difference between 
available supply and ‘normal’ demand for consumption goods) are 
thus not very safe, and the gap often tends to be exaggerated. 

3. Prospects for 1943—44, According to recent figures given by 
the President (see Table II) the deficit in the financial year 1943—44 is 
going to be $71 billions (inclusive of expenditure of Government Cor- 
porations). If we assume that about $5 billions will be ‘ borrowing not 
requiring saving’ (offshore expenditure will probably increase) the net 
deficit will be $66 billions. As the expenditure for the financial year 
1943—44 is at any rate very near the peak of expenditure, the rate of 
deficit given above must be reached before the end of 1943, if schedules 
are to be kept. ; 

Originally (in his budget message in January 1943) the President 
proposed to raise additional taxation of $16 billions in the present finan- 
cial year. Nothing has been done to realise this aim, and it seems likely, 
in view of the attitude of Congress, that no additional taxation may be 
imposed at all, 2 

How will the necessary saving for the finance of the deficit of $66 
billions be provided ?_ It can be easily seen that to a large extent these 
additional funds must come out of individual savings. If we assume 
that disinvestment at home will go up to $10 billions ($5 billions in fixed 
capital, $5 billions in inventories), that reserves against business tax 
liabilities are very much reduced, and that the other items are more or 
ess unchanged, individual saving will have to rise to about $45 billions. 
This is something like $10 billions more than in the last quarter of 1942. 

In a ‘normal’ way this saving might be provided out of increased 
incomes. There are four possible sources of an increase in Income as 
compared with the last quarter of 1942. Increased employment, in- 
creased working time, a shift of labour to industries of higher pro- 
ductivity, and an increase in productivity in war industry. — According 
to the official plans, total employment will hardly increase, 1t may even 
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decrease on account of the large call-up. The increase in hours can at 
best amount to 5%, which would give an equivalent of nearly 2 million 
employees. This and the shift of labour to high-productivity industries 
might give an addition of the order of $10 billions to the national income, 
not nearly enough to provide the required saving. The fourth of the 
factors mentioned is of considerable uncertainty. It is known that 
technical progress and the consequent increase in productivity per man 
hour have been spectacular in shipbuilding and aircraft industry during 
the last-two years.!_ This factor, if it were to work by itself, might ob- 
viate any increase in inflationary pressure, because it would make it 
unnecessary to shift so many workers from civilian industries. There 
are, however, a number of counteracting factors, making for lower pro- 
ductivity : Change-over to new types is frequently necessary in arma- 
ment production ; considerable deterioration is likely to occur in the 
quality of the labour supply, especially on account of the drastic call-up 
of skilled workers ;? defects in organisation (lack of balanced production, 
scarcity of raw material supply, etc.) are likely to increase with full 
capacity production. These factors would seem to be very important 
in practice and it is therefore doubtful whether there will be any sub- 
stantial net increase in productivity per man hour. ‘ 

The result would then be that real national income most probably 
would not increase sufficiently between the end of 1942 and the end of 
1943 to provide automatically the required additional saving. The 
drain on stocks would then reach dangerous proportions and the con- 
dition of ‘ repressed inflation’ could not continue for long. The likeli- 
hood of this event, it is true, is dependent on the assumption that the 
target of expenditure will in fact be reached, and that the rationing 
system, hitherto apparently ineffective, will remain so.* This is by no 
means necessary ; there seems to be no reason why, after a period of time 
necessary to develop the required organisation and experience, the 
United States should not have as effective rationing as other countries. 

In the end, the question whether there will be a straightforward price 
inflation in U.S.A. depends on factors of a more general nature. The 
conditions of ‘ repressed inflation’ (present already now in the food 
sector) must develop either into a system of effective rationing (as 
happened in Britain) or into price inflation. There are a number of 
reasons why the latter alternative might be realised in the United States: 
There is a strong sectional interest in favour of inflation; the ‘ farm 
bloc’ has demonstrated, by its opposition to subsidies, that they are all 
out for inflation. Rationing and controls are being made suspect as 
‘ bureaucracy’ by the opponents of the New Deal, and have therefore 
become an object of political struggle, while the distance from the 
fighting front leaves the interest in the effective prosecution of the war 
insufficiently strong to outweigh these sectional political interests. 

In conclusion it may be pointed out that the problem of general in- 

1 Monthly Labour Review, May 1943, p. 885. ' 

* According to a statement by the Manpower Commissioner half of the 3 million 


men under occupational deferment will be drafted inthe course of this year. The 
Times, June 2nd, 1943. : 

* The point rationing scheme for meat, butter, fats has apparently not been success- 
ful, and substantial amounts of meat are diverted to the ‘ black market,’ whereas 
the rations are unobtainable in large parts of the country, e.g.in New York. Man- . 
chester Guardian, June 17th, 1943. 
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flation has been preceded in the United States by that of sectional 
inflation in the case of food supplies. This sectional inflation which is 
already in full swing, could not be obviated even if war expenditures 
were to fall far short of the target. It is due for a great part to the 
demands for food for the armed forces and for lease-lend exports, which 
together will amount to about 25% of total food supplies in 1943. This 
sectional inflation in itself is already quite sufficient to bring the issue 
between effective rationing with subsidies and price inflation to a head. 


J. STEINDL. 


AIRCRAFT PRODUCTION 


“ The Minister of Aircraft Production has stated that the total weight 
of completed aircraft produced in this country in the first quarter of 
this year was more than half as much again as in the corresponding 
quarter of last year.1_ He has also stated that the output of structure 
weight per person employed in March, 1943, was more than one-third 
greater than in March, 1942. These facts indicate the progress of the 
industry both in regard to total output and efficiency.’? In their 
recent Report on Aircraft Production, the Select Committee on National 
Expenditure outline the present position of the industry, compare the 
evidence taken from a very wide field with earlier enquiries, and make a 
number of detailed recommendations for further improvements. ‘ Since 
the major bottlenecks in specific fields of production are being removed, 
and since the limits of expansion of the labour force are being approached, 
it follows that increases in the output of aircraft must be sought mainly 
by all-round improvements in the efficiency of the industry.’ (para. 2). 

The sole remaining bottleneck of serious proportions is in spares. 
Elsewhere ‘ production is now substantially balanced ’* (para. 2). The 
Ministry has evolved a technique of minimising the loss of production 
during a change-over from an old to a new type.* The introduction of 
modifications to types already in production has been substantially 
improved. Orders are now placed sufficiently early to enable manu- 
facturers to plan ahead. There is adequate pooling of scientific and 
technical information, although ‘there is ground for criticism that for 
reasons of prestige firms are reluctant to apply to other firms when they 
are in difficulties.’ (para. 36). On these and other points the Select 
Committee records substantial improvements, but suggests that in 
many cases the ‘ tightening-up ’ process could be carried further. They 
suggest, in particular, that the policy of dispersal, originally carried out 
as a protection against enemy attack, should now be reversed in the 
interest of production. : 


1‘ The increase in structural weight in the second quarter of 1943 compared with a 
year ago was no less than 44%.’ Statement by the Minister of Production, at a 
conference in London, on August 30th (Financial News, August 31st). — 

2 Tenth Report of the Select Committee on National Expenditure (Session 1942/43) 
August 4th, 1943, para. 2. In this article references to this Report will be made in 


brackets in the text, giving the paragraph number. - 
8 That production is balanced refers to the first quarter of 1943, when the great 


readjustment of the armament programme was not yet in full swing; the balance 


may since have been disturbed. : 
4 Although the Minister of Production recently gave such change-overs as the main 


reason for temporary unemployment. 
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THE EFFICIENCY OF THE INDUSTRY 

The Report describes the ‘ heterogeneous collection of units ’ which 
constitute the aircraft industry. At present there are two principal 
classes of firms ; the ‘ parent’ firms, mainly the pre-war “ professional ’ 
aircraft firms, who are responsible for design and development ; round 
each ‘ parent’ firm are grouped ‘ daughter ’ firms, the ‘ non-professional’ 
firms who before the war were not engaged in aircraft production, and 
wisich are now purely manufacturing units. These ‘ daughter’ firms 
had, of course, wide engineering experience in other fields, and it is a 
criticism made by the Select Committee that this experience has not 
been adequately drawn upon in the production of aircraft. The parent 
firms supply drawings, master jigs and technicians to supervise the 
introduction of processes, but there were complaints that the drawings 
were sometimes inaccurate or did not take sufficiently into account the 
experience of actual production. The Committee recommend, as one 
way of bridging the gulf between design and production, the appointment 
to designing staffs of draughtsmen with actual experience of production 
engineering (para. 33). A further step which could be taken is the 
appointment of members of technical staffs to the Joint Production 
Committees. ‘Many (Joint Production Committees) recommend a 
closer liaison between, on the one side, draughtsmen, scientific advisers 
and production planners, and on the other, the workpeople engaged in 
carrying out their designs and plans.’1 These two measures would 
complete a chain which would enable ideas to flow from any stage in 
the production process in both directions—towards planning and design 
and towards the workshop. 

Technical and Managerial Personnel. ‘.The aeronautical industry in 
this country is suffering from an acute shortage of scientific and technical 
men, and there are not enough qualified men available to maintain the 
industry at the proper level of efficiency.’ (para. 39). ‘ There is a 
similar shortage of adequately qualified staffs in all grades of manage- 
ment’ (para. 40). Neither of these bottlenecks can be,broken quickly. 
The former, as the Committee states, requires more pre- and post- 
graduate courses in aeronautics at universities, ‘ especially in view of the 
fact that facilities for training which were available in the industry in 
peace-time are now used for training R.A.F. personnel.’ The latter 
would seem to call for special courses for men and women recruited 
from the workshops ; courses in foremanship are already conducted by 
the Ministry of Labour and the Committee recommends that more use 
should be made of them; the same argument applies to the other 
management courses conducted by the Ministry of Labour. Something 
more ambitious, in the nature of a management college is worth con- 
sidering. Such a college might also provide courses, at various stages, 
in personnel inanagement (see below). 

Labour. The general shortage of manpower will, of course, affect 
the aircraft industry. At present there is ‘little evidence of actual 
shortage’ (para. 51). {n fact, it appears that the industry had a year 
ago far more labour than it required: ‘. . . . it is significant that last 
year, when the Ministry of Labour withdrew for service in the Forces 
tens of thousands of young men in semi-skilled categories, employers 


1 Amalgamated Engineering Union: Third Report on Production. December 
1942, p. 49. Leading article Financial News, August 25th, 1943). 
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only asked for substitutes for half the number withdrawn. The implied 
redundancy was doubtless attributable in large measure to the increasing 
efficiency of the industry.’1(para. 51). Nevertheless, as the production 
programme increases, labour will become scarcer, and it is all the more 
important to make the best use of the existing personnel. Acute short- 
ages of particular grades of workers already exist. Manpower Officers 
have been instructed by the Ministry of Labour to permit the deferment 
of planning clerks, progress clerks and progress chasers who possess 
superior qualifications. In addition, the Select Committee recommends 
that the Manpower Officers be permitted also to defer rate-fixers, clerical 
workers and storekeepers. This cf course does nothing to increase the 
supply of this labour, which may call for further measures. 

It is clear that a proper balance of different types of workers, either 
operative or on the staff, is as important as the proper balance of pro- 
duction of different parts of the aircraft. 

The lack of balance may be a potent factor in determining the rate of 
wastage. ‘In the seven weeks ended 14th May, the average weekly rate 
of loss per thousand operatives employed in the main airframe and aero- 
engine factories was 6.4. ‘At this rate the aircraft industry in the 
course of a year would lose (and have to replace) a number of work- 
people equal to one third of the total employed. The corresponding 
figure for full-time women is rather higher, 7.2 per thousand.’ (para. 54). 
The redundancy of labour a year ago has already been mentioned, and 
it is possible that this redundancy persists. partly due to the fact that 
“managements are afraid to reject workers submitted by Employment 
Exchanges, lest the Ministry of Labour should reduce their quotas of 
submissions.’ (para. 55).2, A further, and highly important reason for an 
excessive turnover of labour is the ‘ backwardness in developing per- 
sonnel organisations in the aircraft industry ’ (para. 55). ‘ The Ministry 
of Aircraft Production are fully alive to the important part which good 
personnel management (that is a personnel management not only well 
staffed but accorded a high status in the management by the employer) 
can play in industrial efficiency and welfare, and it may be taken that 
it is the definite policy of the department to pursue that end in collabora- 
tion with the employer in the aircraft industry and with the Ministfy of 
Labour. In order to strengthen such co-operation, certain appointments 
to Headquarters and Regional staffs have been and are being made.’* 
The importance of good personnel management at the present time 
cannot, indeed be overstressed, but it is doubtful whether many em- 
ployers have, even now, realised how far their pre-war labour discipline 
relied upon the ultimate sanction of unilateral dismissal. There is 
indeed a rapid growth of the numbers engaged in personnel manage- 


1 The redundancy may also have been partly due to deliberate retention by firms 
of surplus labour as an insurance against a future comb-out. 

2 In addition there is now going on a major re-adjustment of the armament pro- 
gramme towards aircraft production. The Minister of Production admitted ; ‘ that 
some misunderstanding had also been caused by the inevitable delays resulting from 
large-scale type changes and constant modifications in aircraft factories. These 
coming on top of the readjustment programme have undoubtedly been the main 
cause of stories of under-employment in aircraft factories into which workers have 
been transferred.’ (Financial News, Aug 31,1943, Report of Mr. Lyttleton’s statement.) 

3 Ministry’s reply to recommendation made in Third Report of the Select Com- 
mittee 1942/43. Ninth Report, 1st July, 1943, p. 22, para. 11. 
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ment,! but it should be remembered that this aspect of management 
was little developed before the war. The Government should exert 
pressure to ensure that firms appoint an adequate and competent staff 
to deal with this problem. : 

The importance of rate-fixing,? already mentioned with regard 
to the deferment of rate-fixers, is shown in the Committee’s comments 
on excessive earnings. These are, it appears, confined to ‘a few firms, 
mainly in one area, and to certain kinds of occupation within those 
firms.’ (para. 56). Where excessive earnings occur they hinder trans- 
ference to the same job in another factory where normal rates are 
current. The trouble is usually faulty initial fixing of the rates, which 
can only be changed by agreement between workers and employers. ‘In 
some cases they have been reduced at the request of the workers, with 
resulting increases in output’ (para. 57). The Committee recommends 
the opening of negotiations on the national level to systematise® piece- 
rates. Finally, the case for pay-as-you-go taxation is made once more ; 
some workers compulsorily transferred from a higher paid to a lower paid 
job suffer not only a loss of earnings but have to pay income tax at the 
rate for the former job. 


Sup-ConTRACTING AND THE REGIONAL BOARDS 

The extent of sub-contracting in the aircraft industry is very wide; 
“some 42 per cent. of the construction and assembly work in the manu- 
facture of an aircraft is subcontracted by the main contractor’ (para. 
41). The proportion of work sub-contracted varies in fact between 15 


1In the Annual Report 1941/42 to the Institute of Labour Management, the 
President, Dr. C. H. Northcott stated that : ‘ At June 30th there were 764 corporate 
members as compared with 607 on the same date in 1941 and 520 in 1939. Wealso 
had a total of 869 associates and graduates together as compared with 446 in 1941 and 
239 in 1939. About a fourth of these 869 were Ministry of Labour trainees. These 
figures are statistical proof of the great development which is taking place in personnel 
management.’ Labour Management Oct.—Nov. 1942, p. 113. 

2 The similarity of the main labour problems of the aircraft industry (high turn- 
over, piece-rates and rate-fixing, and lack of adequate technical and managerial 
personnel) to those of the Soviet industry in the period of the first and second Five- 
‘Year-Plans is so marked as to suggest something more than coincidence. There 
were, according to Stalin, few factories in 1931 where the labour turnover was less 
than 30 to 40% in half a year or even a quarter. A high rate of turnover persisted 
for many years (cf. M. Dobb, Soviet Planning in Peace and War pp. 98—102) ‘ What 
is the cause of the heavy turnover of labour power? The cause is the wrong structure 
of wages, the wrong wage scales, the “‘leftist”’ practice of wage equalisation ’ (Stalin’s 
speech to Conference of Business Executives 1931). 

“In 1933, before handing over his department to the All-Union Central Com- 
mittee of Trade Unions (A.U.C.C.T.U.) the Peoples Commissar of Labour was com- 
plaining seriously of the inadequacy of the supply of rate-fixers. ‘‘ What we do not 
have at present is a supply of technicians and skilled workers who are also well ac- 
quainted with the processes of production. Such workers must be found at once and 
nie ate the work of technical rate-fixing.”’’ (S. & B. Webb, Soviet Communism, 
p. 708 

Finally, on the question of management, the Webbs argue that the chief cause of 
the shortcomings of Soviet industry lay in the deficiencies of the large and heterogeneous 
category of salaried workers between the directors and controllers of policy on the 
one hand, and the manual workers engaged in direct production on the other. ‘ It 
is owing to the manifest shortcomings of this intermediate section in the U.S.S.R. 
that the aggregate results of soviet industry have not been all that might have been 
expected; . .’ (ibid pp. 803—4). 

* This does not necessarily mean that wage-levels in gene:al should be lowered, or 
that piece-rates should be uniforra in all factories or in all districts. The object is 
to remove the anomalies in some existing piece-rates. 
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and 75 per cent., and the main contractor may employ 300 subcon- 
tractors. The responsibility for finding suitable capacity for sub- 
contracts, placing the contracts and progressing them, rests upon the 
main contractor. In the past main contractors have built up their own 
lists of sub-contractors qualified to carry out the work and have been 
able to exercise a measure of selection. This is no longer possible, since 
the programme has grown to such proportions that all usual sub-con- 
tractors are fully loaded with orders. Some firms have given out work 
to unsuitable sub-contractors: ‘ Your Committee have particularly in 
mind a main contractor who admitted that he had given work to three 
sub-contractors to whom it should never have been given’ (para. 44). 
The Ministry of Aircraft Production has, however, for some time now 
undertaken to investigate capacity through its Regional officers. 
“ The Ministry of Production also offers facilities for obtaining capacity 
over a wider field than is open to any single main contractor. Your 
Committee recommend that these Departments should take action to- 
ensure that main aircraft contractors in search of capacity make fuller 
use of the services they offer’ (para. 44). The Committee further 
recommend the rationalisation of sub-contractors. At present con- 
tracts for a single component may be spread over a great number of sub- 
contractors, increasing the work of the supervisory staffs of the main 
contractor, as well as wasting transport both of materials and finished 
components. This subdivision was encouraged by the Ministry of Air- 
craft Production for the sake of safety, but the Committee suggests that 
the strategic advantages of dispersal may now be outweighed by the 
economic advantages of concentration. 

The recommendations of the Select Committee for dealing with sub- 
contracts are disappointing, and, even if fully carried out, are likely to 
lead only to a minor improvement. From the early days of the war the 
Select Committee consistently advocated that the Regional organisation 
(at present the Regional Boards) should ‘co-ordinate and translate 
into action the decisions of the Government Priority Committees’ 
(roth Report 1940, p. 20). The present recommendations fall far short 
of this. Nevertheless, the major readjustment of the armaments pro- 
gramme has already been hampered by the weakness of the Regional 
Boards. The General Council of the T.U.C. report that the advisory 
council to the Ministry of Production has not been as useful as it was 
hoped it would be, while their comment on the reconstituted regional 
boards is that there is scope for considerable improvement.1 The 
Minister admits that, while the position with regard to the use of the 
capacity clearing centres is improving, it is still far from fully satis- 
factory.? : 

The best solution would be for all war contracts to be placed by the 
Regional Boards.* It seems unlikely, however, that the Supply depart- 
ments will, at this stage, be willing ¢o cease placing main contracts 
from the centre. The regional offices of the Supply Ministries, how- 
-ever, could, and should, take over from ‘ main contractors’ the function 
-of placing all sub-contracts. That is to say, the Ministry of Aircraft 
Production, for example, would continue to place main contracts from 


“1The Times, August 24th, 1943. 2 Financial News, August 31st, 1943. 
3 cf. J. Steindl, The Production Executives Regional Boards. BULLETIN Vol. 3, 


No. 12, p. 279 (August 1941). 
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the centre, and the main contractor would then order from the Regional 
Office of the Ministry the articles which he does not manufacture him- 
self, Three immediate advantages of this method are: (1) The regional 
office, which already has full details of capacity, will be able to use that 
capacity to the best purpose. (2) Some of the complications of the 
finance of sub-contracting would be removed (cf. paras. 59—62). (3) 
Full co-ordination between the Supply Ministries at the regional level 
would become possible. The present position, as implied by the com- 
ments of the Select Committee, appears to be that the Ministry of 
Production provides facilities for redistribution of contracts, which 
duplicate those of the individual Supply Departments, and which are 
called upon by contractors and Departments when the Departmental 
machinery is inadequate. Moreover, the Ministry of Production seems 
content with advertising its wares, whereas its purpose is to insist upon 
their use. The change proposed above does not call for the devising of 
any new machinery, but that the existing machine of the Ministry of 
Production should be powered. G. D,. N. Worswick. 


THE FINANCIAL SITUATION IN THE FIRST HALF OF 1943 


The purpose of this paper is to give an approximate picture of the 
recent trend in the financial situation. Our analysis will be based on 
the data given in the White Paper (Cmd. 6438) and on the estimates of 
the changes between 1942 and the first half of 1943 in the national in- 
come and in personal consumption. 


EMPLOYMENT AND THE WAGE-BILL 

‘The Table below brings up to date the series of employment and 
the wage-bill given last in BULLETIN Vol. 5, No. 4. The index of the 
number of persons in insured employment (calculated from the unem- 
ployment insurance contributions) amounted in the first half of 1943 
to 103 (1938=100). A correction is required, however, because of 
women part-time workers who have been exempt from insurance since 
April 1942. It has been estimated in this BULLETIN, from the Ministry 
of Labour enquiry into earnings in manufacturing, building and public 
utilities in July 1942, that the percentage of part-time women workers 
to all workers in these industries was 0.9 to 1.9 per cent.! If two such 
workers are counted as one full-time worker this percentage is 0.5 to I 
per cent. A scrutiny of the results of the enquiry of the Ministry of 
Labour into earnings in January 1943 leads to similar limits of the per- 
centage in question. For the second half of 1942 we adopted as a correc- 
tion the lower limit, i.e. 0.5 per cent.2. In order to allow for.the rise in 
the number of women part-time workers which doubtless since took 
place, we now take the upper limit, i.e., a correction of r per cent. As 
a result our index of persons employed is raised from 103 to 104 (two 
part-time women workers counted as one worker). 

The average earnings in manufacturing, building and public utilities 
increased from July 1942 to January 1943, according to the Ministry of 
Labour enquiry, by about 3 per cent. and after the elimination of the 
seasonal fall in January, by about 4.5 per cent. (two part-time women 
workers being counted as one worker), The corresponding rise in wage 


1 BULLETIN Vol. 5, No. 2, p. 32, 2 BuLLETIN Vol. 5, No. 4. 
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Index of Wage-Bill. 1938=100 


Half Persons ‘ Earning strength’ Wage Wage 
year employed per person rates Bill 
1940 I 102.5 109 109.5 122.5 
II 98.5 112 1V5 127 
1941 I 104.5 113 120.5 142 
1 105 116 124 151 
1942 I 106.5 118 129 162 
II 106 121 133 171 
1943 I 104 122 136 172.5 


rates is estimated by the Ministry of Labour at 2 per cent. This means 
a rise in earning strength (the ratio of the index of earnings to the index 
of wage rates) by 2.5 percent. Now from July 1941 to July 1942 earning 
strength increased by 6.5 per cent., and in July 1941 its index was esti- 
mated at 114. Allowing for the fact that the rise in the earnings trend 
of industries not embraced by the Ministry of Labour’s enquiry was 
probably smaller, we estimate the ‘earning strength’ for all insured labour 
at over 11g in July 1942 and 122 in January 1943 and we assume this 
figure to apply to the first half of 1943. The wage-bill is obtained as the 
product of the index of persons employed, the ‘ earning strength’ and 
Professor Bowley’s index of wage-rates. It is interesting to note that 
for the first time since 1940 the index of persons employed shows a fall 
and that for the first time since the beginning of the war the wage-bill 
ceased to grow appreciably. 


NATIONAL INCOME AND CONSUMPTION 

Our figure for the wage-bill in the first half of 1943 is 3.5 per cent. 
higher than the average of 1942. What is the most plausible corres- 
ponding increase in the National Income? According to the White 
Paper (Cmd. 6438) and rough estimates of soldiers’ pay,} the rise in the 
national income exclusive of soldiers’ pay was 21.5 per cent. from 1938 to 
1940, 12.5 percent. from 1940 to 1941, and 11.5 per cent. from 1941 to 1942. 
The respective increases in our index of the wage-bill were 25 per cent., 
17 per cent. and 13.5 per cent. The ratio of increases in the national 
income and those in our figure for the wage-bill were thus 0.86, 0.74, 
0.85 respectively. We may thus assume that to the rise in our figure of 
wage-bill of 3.5 per cent. from 1942 to the first half of 1943 there cor- 
responded something like a 3 per cent. rise in the national income. As 
the national income, exclusive of soldiers’ pay, was in 1942 about 
£6,800 million,? the absolute increase from 1942 to the first half of 1943 
may be estimated at £200 million. To this must be added the increase in 
soldiers’ pay. We shall, however, take account only of the change in 
soldiers’ pay in cash, because our figure of the increase in the national 
income will later be compared with the change in consumption, esti- 
mated on the basis of retail trade and consequently excluding soldiers’ 
allowances in kind. The increase in cash payments to soldiers will raise 
our figure of the increase in the national income to something like £250 
million per annum. ‘oi aoe 

We shall now estimate roughly the rise in the rate of civilian con- 
sumption (money value) in the first half of 1942 as compared with 1941. 
The retail trade figures given in the Bank oi England Statistical 
Summary show, after the elimination of seasonal variation, a fall of 4 


1 Inclusive of allowances. 2 Cf. BULLETIN Vol. 5, No. 8, p. 127. 
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percent. The value of retail sales, exclusive of drink and tobacco (and 
of fuel) which are not represented in the Bank of England sample, may 
be estimated, according to the white Paper, to be in 1942 £2,300 to {2,400 
million, and thus the fall in this figure from 1942 to the first half of 1943 

‘was about {100 million. To this should be added the changes in the 
rate of expenditure on rent, fuel and services, which were probably un- 
important, and on drink and tobacco. Thus the change in, the annual 
rate of personal consumption may be assumed minus {100 million plus 
the change in the expenditure on drink and tobacco. 

It follows that the increase in the excess of national income over 
personal consumption may be estimated’ at £250 million plus {100 
million minus the change in expenditure on drink and tobacco. But the 
last item was approximately equal to the increase in the rate of excise 
and duties from 1942 to the first half of 1943; for the latter cor- 
responded roughly to the rise in the revenue from taxes on drink and 
tobacco, and the rise in the prices of drink and tobacco was equal to the 
additional taxation while the change in the volume of consumption was 
probably very small.1_ It follows that the excess of national income over 
personal consumption flms indirect taxation increased from 1942 to the 
first half of 1943 by about £350 million p.a. Itis hardly necessary to add 
that this estimate, made on a very precarious basis, gives merely the 
order of magnitude of the amount in question. 


War FINANCE. 
The sources of financing the expenditure of the Central Government 

may be subdivided as follows :? | 

Excess of personal incomes® and undistributed profits* over personal 
consumption. zs 

Indirect taxes and miscellaneous Government income. 

Surplus of public funds.® 

Compensation for war damage. 

Private and Government disinvestment abroad. 

Private disinvestment at home except war damage. 


It may be shown that the change in the items 1 and 2 from 1942 to 
the first half of 1943 is approximately equal to the £350 million arrived 
at above. Although personal incomes include also ‘ transfer incomes ’ 
(interest on'the National Debt, pensions etc.), which are not accounted 
for in the national income, this does not make much difference as we shall 
consider below the financing of the supply expenditure only and thus 
the interest on National Debt must be deducted from the sources of 
finance while other ‘ transfer incomes’ are fairly stable. Further, the 


a) 


AURWS 


1 If there is a change in the volume of consumption of drink and tobacco the rise 
in the value of consumption differs from that in the revenue from duties by the 
change in the duty-free value of consumption. With a few per cent. change in the 
ee of consumption this makes a difference which may be neglected in our calcula- 

on. 

3 Cf. BULLETIN Vol. 5, No. 9, p. 138. 

* After deduction of employees’ contribution to social insurance but before pay- 
ee of direct taxes (in which are included contributions under the War Damage 

ct). < 

“ After payment of contributions to social insurance and war risk schem: 
those under War Damage Act) but before payment of direct taxes. Sess loose 

* Inclusive of the surplus of Local Authorities but exclusive of the surplus arising 
out of contributions and payments under War Damage Act. 
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miscellaneous Government income (in item 2) is rather small and changes 
in it cannot be important. ; 

With regard to the sum of items 3 and 4, it may be assumed that the 
change in them in the period considered was of no importance. For 
in the Budget statement it was anticipated that this amount would be 
roughly of the same magnitude in 1943/44 as in 1942. We may thus 
conclude that items 1, 2, 3 and 4 contributed to the financing of the 
mcrease in the supply expenditure between 1942 and the first half of 
1943 something of the order of £350 million. 

We shall now calculate the increase in the rate of expenditure on 
supply services from 1942 to the first half of 1943. The supply ex- 
penditure in 1942 was £5,030 million, in the first quarter of 1943 
£1,500 million, and in the second quarter £1,300 million. These figures, 
however, are not quite comparable. The expenditure in 1942 was 
financed to the extent of £225 million by the Canadian Contribution. 
In the new financial year the purchases of this country in Canada are 
financed on a ‘ mutual aid’ basis! or by sales of. U.K. Government 
assets in Canada to the Canadian authorities and the respective amounts 
are deducted from the supply expenditure.. Thus to make comparable 
the expenditure of 1942 to that in the second quarter of 1943 we must 
deduct from the 1942 figure {225 million, which leaves us with about 
£4,800 million. The intermediate quarter, i.e. the first quarter of 1943, 
also requires some adjustment. Purchases (in excess of exports) in the 
first quarter of 1943 were financed by payments in gold and U.S.A. 
dollars or by an increase in Canadian sterling balances. From the data 
given in the statistics of the Canadian balance of payments these amounts 
may be very roughly estimated at £50 million? Thus the supply 
expenditure in the first quarter of 1943 must be reduced for the sake of 
comparability from £1,500 million to £1,450 million. Hence the adjusted 
supply expenditure in the first half of 1943 was £1,450 + £1,300={£2,750, 
and its annual rate £5,500 million. The adjusted supply expenditure 
in 1942 amounted to £4,800. This means an increase of £700 million. 


A SURPRISING ‘GaP.’ 

Since the contribution to the financing of this increase by the excess. 
of personal and impersonal incomes over consumption, indirect taxa- 
tion, public funds and compensation for war damage has been estimated 
above at {£350 million, the remaining £350 million must have been 
covered by foreign and home disinvestment. With regard to foreign 
disinvestment, the Chancellor of the Exchequer assumed that it will be 
in 1943/44 approximately at the same rate as that in 1942 exclusive of 
the Canadian Contribution. If that assumption were to apply to the 
first half of 1942 the increase in foreign disinvestment would be zero, 
and the gap of £350 million would correspond to a rise in home disinvest- 
ment. But this need not necessarily be so, because the foreign dis- 
investment in the first quarter of 1943 might have been greater, and the 
high level of supply expenditure in that quarter as compared with the 


1 The arrangement differs from Lend and Lease in so far as it does not carry any 
~ bligations. 
Oe all ue of the balance of payment of the U.K. with Canada was covered 
already in the first quarter of 1942 by sales of U.K. Government plants to Canadian 
authorities. This item should not, of course, be included in our adjustment. 
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second quarter of 1943 (even after adjustment for the Canadian pay- 
ments) is perhaps an indication of that ; and it is also possible that 
foreign disinvestment in 1943/44 as given in the Budget statement 
was an underestimate. To assume that the rate of home disinvestment 
has really increased in the first half of 1943 by £350 million as compared 
with 1942 would indeed imply a drastic depletion of privately owned 
working capital and stocks.!_ In previous years the rapid running down 
of inventories of consumption goods was possible because of liquidation 
cof reserve stocks and of the strong reduction in the rate of output and 
sales. Recently, however, this reduction has considerably slowed down, 
and now—reserve stocks being scarce—a further depletion on a large 
scale would be reflected in acute shortages and dislocations in production 
and distribution.2. An appreciable rise in the rate of home disinvestment 
is at present unlikely to be caused by anything but a shift from private 
to Government financing of stocks in war industries ; for instance, if 
more advance payments are made on Government contracts. In 
short, the most plausible interpretation of the ‘ gap’ of £350 million is 
that it is caused by an increase in foreign disinvestment or perhaps 
partly by such private home disinvestment which is connected with 
some change in financing: war production. The operation of these 
factors was probably concentrated mainly.in the first quarter of 1943, 
which shows an abnormally high rate of supply expenditure. 

A certain confirmation of this hypothesis may be obtained from 
a comparison of the rate of supply expenditure (adjusted for the 
Canadian payments) in 1942, in the first half of 1943, and that anti- 
cipated for 1943/44. These rates are £4,800 million, £5,500 million 
and £5,360 million ; the rate of supply expenditure in the first half of 
1943 is thus higher than the Budget estimate for 1943/44. If, however, 
we subtract from the figure for the first half of 1943 the £350 million, 
accounted for by the fact that foreign disinvestment was higher than 
the level anticipated in the Budget statement, or by changes in the 
financing of war contracts, etc., we obtain the following series: £4,800 
million, £5,150 million and £5,360 million, which shows a gradual increase, 


M. KALECKI. 


1 Tf the figures of home disinvestment were adjusted for the change in the basis of 
valuation of stocks at the beginning and at the end of the periods considered, the 
figure of 1942 would be slightly increased because there was some (small) rise in 
prices in 1942, while this would not be the case in the first half of 1943 where prices 
were stable. The difference between the adjusted figures of disinvestment would 
thus be a little smaller than between the unadjusted ones. But with regard to the 
disinvestment in stocks this is more than offset by the fact that in 1943 private firms 
were permitted to buy ships, which increased investment in fixed capital and thus 
tended to reduce pro tanto disinvestment in stocks corrsponding to a given level of 
‘total home disinvestment. 


4 The same applies to the working capital of export industries. 


